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Social Capital is an intangible asset residing in social relations, which could 
help improve the welfare of an individual and the group the individual 
belongs to. At the individual level, it can be manifested in one‟s social 
network, trustworthiness, social status, and so on; at the group level, it is 
embodied by social norms, trust, etc., which facilitate cooperation, social 
cohesion and civic engagement and therefore help improve social and 
economic outcomes.  
In academic research, social capital has been viewed as partly a private good, 
as it could be built up by investment; in the meantime, it may also be viewed 
as a public good, as it produces external benefits through social influences. 
Moreover, social capital has been widely recognized as an important factor 
facilitating collective actions and social economic development as well as 
promoting individual success and well-being (e.g. Glaeser, Laibson, and 
Sacerdote,2002; Durlauf and Fafchamps, 2005; Helliwell and Wang, 2010).  
A residential community or neighborhood is a place where individuals may 
spend most of their spare time, and therefore, the social capital within a 
residential community is likely to be an important concern of improving 
residents‟ wellbeing. Although the location-specific nature of social capital 
in a residential context has been closely examined in developed economies 
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like the US, little research has been conducted in China, the largest emerging 
economy of oriental culture.  
Using the China General Social Survey 2005 (CGSS 2005) and other sources 
of data, this study attempts to examine how individual characteristics and 
location attributes influence individual social capital, measured by four 
indicators-- the extent to which individuals are acquainted with 
(ACQUAINT) and trust their neighbors (TRUST), and to which they are 
interested and involved in community affairs (INVOLVE), and the frequency 
at which they exchange help with their neighbors (HELP). Among these four 
social capital indicators, ACQUAINT and TRUST represent individual‟s 
perception of their social capital within the residential community, while 
INVOLVE and HELP could be viewed as their action of investing in local 
social capital.  
After reviewing relevant theories, the empirical part is composed of two 
stages: (i) the decomposition of the variation in social capital indicators into 
individual effects and social influences (the community fixed effects); (ii) 
determinants of the social influences. Empirical results for the first stage 
show that individuals‟ perceptions of their neighbors‟ trustworthiness are the 
most difficult to explain; getting older, becoming a Communist party 
member and a homeowner seem to improve all of the four social capital 
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indicators of ACQUAINT, TRUST, HELP and INVOLVE. Variance 
decomposition after the first stage analysis shows that the variation is 
overwhelmingly due to differential social influences, as opposed to 
differential individual attributes. Analysis of the community fixed effects of 
ACQUAINT, TRUST, HELP and INVOLVE reveals more positive social 
influences in rural communities, including rural villages and towns and 
“urban villages”. At the city level, local social capital is higher for 
communities located in cities with a lower average annual disposable income 
and better climate, measured by higher temperature index and lower 
humidity.  
Conclusions obtained from this study highlight the need for policy attention 
to manage the potential decline in social capital, with rising affluence and 
income inequality in Chinese cities, at a time when social capital is much in 
need for building new urban communities. Measures should be taken to 
encourage social interactions in residential neighborhoods that promote 
social capital. Moreover, the importance of urban attributes in influencing 
social capital shows the need for more research in the future to improve our 
understanding of the role of the urban environment in social capital 
formation.
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1.1 Research Motivation 
Social Capital is an intangible asset residing in social relations, which could 
help improve the welfare of an individual and the group the individual 
belongs to. At the individual level, it can be manifested in one‟s social 
network, trustworthiness, social status, and so on; at the group level, it is 
embodied by social norms, trust, etc., which facilitate cooperation, social 
cohesion and civic engagement and therefore help improve social and 
economic outcomes.  
At the individual level, it can be manifested in one‟s social network, 
trustworthiness, social status, and so on; at the group level, it is embodied by 
social norms, trust, etc., which facilitate cooperation, social cohesion and 
civic engagement. In academic research, social capital has been viewed as 
partly a private good, as it could be built up by investment(Glaeser, Laibson 
and Sacerdote, 2002); in the meantime, it may also be viewed as a public 
good, as it produces external benefits manifested through social 
influences(Durlauf and Fafchamps, 2005). Moreover, it has been widely 
recognized as an important factor facilitating collective actions and social 
economic development as well as promoting individual success and 
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well-being (Glaeser, Laibson, and Sacerdote, 2002; Durlauf and Fafchamps, 
2005; Helliwell and Wang, 2010).  
A residential community or neighborhood is a place where individuals may 
spend most of their spare time, and therefore, the social capital within a 
residential community is likely to be an important concern of improving 
residents‟ wellbeing. Researchers have studied social capital in a residential 
community based in a western context. The location-specific nature of social 
capital has been examined in terms of its interaction with residential mobility 
(Glaeser and Redlick, 2008; Kan, 2007), its influence on citizenship and 
community governance (DiPasquale and Glaeser, 1999; Olken, 2009), and its 
rise and decline with residential community changes and urban sprawl 
(Hilber, 2010; Brueckner and Largey, 2008). Although the location-specific 
nature of social capital in a residential context has been closely examined in 
developed economies, little research has been conducted in China, the largest 
emerging economy of oriental culture.  
Compared with countries with a western culture, the Chinese society has its 
unique characteristics, because the Chinese strongly emphasize on 
“guanxi”(it means social relationship or social network in Chinese) and the 
transitional nature of the Chinese society. In China, not only did ordinary 
Chinese pay attention to cultivating their “guanxi” to positively influence 
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their job hunting outcomes either by providing more information or directly 
affecting the results(Bian and Zhang, 2001; Chen and Wang, 2004), 
companies also refer to “guanxi” to assist their market expansion and 
competitive position(Bian and Qiu, 2000). What‟s more, Chinese residential 
communities have undergone great changes in the past several decades. 
Hundreds of millions of Chinese people moved from rural areas to cities and 
few urban neighborhoods have been left untouched by urban redevelopment. 
On the other hand, the housing policies carried out by the Chinese 
government have further influenced the formation of current urban 
communities by implementing the commercial housing policy. Over three 
decades ago, nearly all urban homes were state owned and managed; today, 
the vast majority of urban homes is privately owned and depends on private 
efforts and initiatives for community management and well-being. 
Urbanization and the implementation of commercial housing policies entail 
social structural change, which affects social capital. At the same time, social 
capital would have an important role in shaping the healthy social 
development in the emerging and transitioning residential neighborhoods in 
Chinese cities. The strengthening or weakening of social capital in 
residential communities should be important policy concerns. 
The fact that there is relatively limited research conducted based on the unique 
background of China, calls for further study of analyzing the variation in 
   
  Chapter 1: Introduction 
4 
 
social capital at the individual level and across residential communities, and 
the present study is an attempt to fill this research gap and provide more 
empirical evidence of social capital in a transitional economy like China. This 
study employs the 2005 China General Social Survey (CGSS2005) as its 
primary data source. CGSS2005 samples clusters of residents by residential 
communities in over 100 cities, whose political boundaries typically cover 
both rural and urban districts. In this study, a residential community is 
delineated by an urban residential committee (called Juweihui in Chinese, 
which includes about a thousand households) boundary or by a rural village 
committee (Cunweihui) boundary. In addition to CGSS2005, this study also 
employs information of urban attributes from the 2007 Urban Household 
Survey, Chinese Statistical Yearbooks, and so on.  
Although consensus has been reached that social capital is generally indicated 
by individuals‟ social networks and trust; and socially it is manifested in 
enhanced economic exchange and public goods, yet there is no precise way of 
how to quantitatively measure social capital. Therefore, four social capital 
indicators are chosen for this study based on the definition: (i) how widely 
they trust their neighbors (TRUST), (ii) how acquainted they are with their 
neighbors (ACQUAINT), (iii) how often they exchange help with their 
neighbors (HELP), and (iv) how interested and involved they are in the work 
and decisions of their residential or village committees (INVOLVE). These 
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indicators are reported in CGSS2005 based on individuals‟ self-assessments. 
Among these four measures, TRUST and ACQUAINT can be considered as 
indicators of the individual‟s trust and social connection, while HELP and 
INVOLVE reflect the individual‟s willingness to contribute to the economic 
exchange and public goods in the community.  
One focus of this study is placed on examining how individual characteristics 
influence the individual social capital indicators, namely TRUST, 
ACQUAINT, HELP and INVOLVE. Empirical results suggest that possessing 
hukou and becoming a homeowner increase individuals‟ investment in social 
capital. TRUST is the most difficult to explain among the four social capital 
indicators. Variance decomposition of the first stage estimation suggests that, 
whereas the private motivations have noticeable influences on individuals‟ 
social capital indicators, the social influences appear to have far greater 
importance. 
The second focus of the present study is placed on the social influences at the 
residential community level. This study identifies the social influences as 
community fixed effects on individuals‟ assessments of TRUST, ACQUAINT, 
HELP and INVOLVE. To examine the contributing factors of the social 
influences at the residential community level, three empirical estimation 
methods are adopted: the first approach uses all of the sample in the first stage 
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regression to see the relationship between residential community types and the 
local social capital measured by SI_TRUST, SI_ACQUAINT, SI_HELP and 
SI_INVOLVE respectively; the second and third approaches only consider the 
residential communities in the urban areas of cities with populations greater 
than  500,000 to see the effect of residential community types, community 
attributes and city attributes on the four local social capital indicators. 
Empirical results from the second stage estimation show that social capital is 
higher in rural villages and towns and “urban villages” but lower in 
commodity-housing communities. In addition, local social capital tends to be 
lower in more affluent cities and in cities with greater education and income 
disparity within residential communities.  
To the extent that social capital contributes to community well-being, the 
findings of the present study highlight the need for policy attention to manage 
the potential decline in social capital, with rising affluence and widening 
inequality in income and education in Chinese cities, at a time when social 
capital is much in need for building new urban communities.  
1.2 Thesis Organization 
The thesis is organized as follows: 
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 Chapter 1 contains a brief overview of the research background, research 
problems, research objectives and empirical results. It also introduces 
the organization of this study.  
 Chapter 2 reviews international and Chinese literature to support the 
theoretical part and the empirical methods to be employed. International 
literature is composed of social capital literature and social interactions 
literature. The social capital literature provides the theoretical founding 
for this study, while the social interaction literature provides guidance 
for empirical analysis. The Chinese literature highlights the knowledge 
gap and demonstrates the need for, and significance of, this study.  
 Chapter 3 introduces the Chinese social background, including the 
formation of the different residential community types in China, the 
Chinese hukou system, and the characteristics of Chinese culture.  
 Chapter 4 presents the empirical methodology for the separation of 
private effects and social influences in the first stage analysis and for the 
determinants of the social influence in the second stage analysis.  
 Chapter 5 describes the variables to be used in the empirical analysis, 
and then provides descriptive statistics of the variables to be used.  
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 Chapter 6 is divided into two stages: the decomposition of private effects 
and community-specific predicted values due to social influence and the 
determinants of the social influence. In the first stage, the entire sample 
is used to estimate the influence of individual characteristics and 
location fixed effects. The second stage estimation is designed to explore 
the differences of local social capital at the community level and city 
level, and different samples are used.  
 Chapter 7 concludes with a discussion on the main results obtained, 
policy implications, limitations of this study and suggestions for future 
research.  
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2 Literature Review 
2.1 Review on Social Capital Literature 
After Loury (1977) introduced the research topic of social capital into modern 
social science research and Coleman‟s (1988) seminal study placed it at the 
forefront of research in sociology, the term social capital has spread 
throughout the social sciences.  
In sociology, the academic interest in social interactions starts from the 1990s 
with the work of Jencks & Mayer (1990, Mayer & Jencks 1989). They argue 
that if growing up in a poor neighborhood matters, intervening processes such 
as collective socialization, peer-group influence, and institutional capacity 
could be part of the reason. After that, many topics related to neighborhood 
effects have been studied, e.g. neighborhood disadvantage, child and 
adolescent outcomes, health indicators, etc. According to a review by 
Sampson, et al. (2002), several consensuses have been reached in social 
capital studies at the residential community level: (1) considerable social 
inequality among neighborhoods in terms of socioeconomic and racial 
segregation exists; (2) a large number of social problems tend to come out 
together at the neighborhood level; (3) two sets of clusters are 
related—neighborhood predictors and length of tenure; (4) empirical results 
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have not varied much with the operational unit of analysis; (5) the ecological 
concentration of poverty appears to have increased significantly during recent 
decades.  
In economics, Helliwell and Putnam (2000) examined relationship of social 
capital and the per capita output growth in regions in Italy; they found that 
higher social capital was associated with higher growth. Charles and Kline 
(2006) found that ethnic heterogeneity reduces social capital formation for 
some pairings, notably whites and blacks and whites and Hispanics. Especially, 
Researchers specializing in real estate and housing economics have also 
studied various topics of neighborhood effects at the community level, 
covering topics related to housing maintenance behavior, individual 
employment, children‟s education, housing demand, property valuation, 
mortgage default, etc. Davis and Whinston (1961), Rothenberg (1967), Stahl 
(1974) and Schall (1976) studied housing maintenance behavior, in which 
Stahl (1974) is generally perceived to be the first formal model of residential 
neighborhood interactions in the context of housing decisions that invoke a 
symmetric Nash equilibrium setting. Schelling (1971) analyzes the residential 
patterns that emerge when individuals choose not to live in neighborhoods 
where the percentage of residents of their own race is below a certain 
threshold. Ioannides (2003) studies neighborhood effects with regard to 
property valuations, and he concludes that the endogenous social interactions 
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range from 0.58 to 0.77. Ioannides and Zabel (2003) study neighborhood 
effects and housing demand, and Ioannides and Zabel (2008) further study this 
topic by controlling for the individual sorting, finding that individuals prefer to 
live near others like themselves. Oreopoulos (2003) studies the effect of living 
in a poor neighborhood on the labor market outcomes and finds that 
neighborhood quality plays little role in determining youth‟s eventual earnings, 
unemployment likelihood and welfare participation. Goux and Maurin (2007) 
study the influence of close neighbors on children‟s early performance at 
school and conclude that adolescents‟ outcomes at the end of junior high 
school are strongly influenced by the performance of other adolescents in the 
neighborhood. Dujardin and Goffette-Nagot (2010) study neighborhood 
effects on unemployment. Using the data from the Social Capital Community 
Benchmark Survey, Hilber (2010) further extends the result of DiPasquale and 
Glaeser (2000) and finds that the positive linkage between homeownership 
and housing supply is confined to built-up communities, because 
homeownership prevents newcomers from coming into the community and 
upsetting a mutually beneficial equilibrium involving reciprocal cooperation 
between neighbors. David et al. (2010) also conclude that more social capital 
is associated with higher mobility within a country and at the individual level 
using the European data. Also, in the study field of real estate finance, 
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Ambrose et al. (2009) find that living in a subprime neighborhood increases 
the individual households‟ possibility of default.  
Although there has been a huge amount of literature in this area, the definition 
of social capital still suffers from the problem of vagueness (Durlauf, 2000; 
Manski, 2000). For example, Putnam et al (1993) provide a definition of social 
capital, “…social capital…refers to features of social organization, such as 
trust, norms, and networks that can improve the efficiency of society…” In 
later research, Putnam (2000) defines social capital as “...connections among 
individuals - social networks and the norms of reciprocity and trustworthiness 
that arise from them.”  
There are still other definitions provided by researchers, however, three 
common features have been emphasized: (1) positive externalities for 
members of a group; (2) these externalities are achieved through shared trust, 
norms, and values and their consequent effects on expectations and behavior; 
(3) shared trust, norms, and values arise from informal forms of organizations 
based on social networks and associations. Consequently, research on social 
capital should try to emphasize all three, or at least two, of the points above 
(Durlauf, 2005). A great number of studies related to social capital use a 
certain behavior as a proxy for social capital. For instance, DiPasquale and 
Glaeser (1999) use a range of citizenship variables (voting in local elections, 
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helping solve local problems, knowing school principals, etc.) as proxies of 
social capital. Helliwell and Putnam (2000) used civic community (index of 
associations, newspaper readership, and political behavior), institutional 
performance, and citizen satisfaction with government as social capital 
measures; Charles and Kline (2006) used carpooling as the proxy for social 
capital. In this study, the four social capital indicators—TRUST, ACQUAINT, 
HELP and INVOLVE are chosen due to the purpose of trying to capture all 
these three characteristics of social help. Specially, among these four social 
capital indicators, HELP and INVOLVE has captured the positive externalities 
for a group and the consequent behavior of a group member; TRUST has 
captured the shared trust of the group; ACQUAINT has picked up the social 
network and the positive externalities of a group.  
2.2 Review of Social Interactions Literature 
There are three branches of literature in neoclassic economic theory 
providing theoretical foundation for social interactions: game theory in 
microeconomics, social interaction and labor economics, and endogenous 
growth theory in macroeconomics. In decision and game theory, Conlisk 
(1980) shows that imitators may have a high long-run fitness as the 
optimizers, so if the decision-making process is costly, it may be optimal for 
individuals to imitate behaviors of other persons who are better informed. 
Akerlof (1980) examines the adherence to social customs, and finds that if an 
   
  Chapter 2: Literature Review 
14 
 
individual disobeys the social customs the individual will be punished, while 
the social customs persist without erosion. Bernheim (1994) develops a 
model of social interactions in which individuals care about both social 
status and intrinsic utility. When social status is sufficiently more important 
than intrinsic utility, many individuals conform to the social norms. If an 
individual deviates from the social norms, he or she will be punished and the 
penalty is produced endogenously. The above game theory studies all point 
out that conformity will increase individual utility while deviation will 
reduce utility from different angles, while studies in social interactions and 
labor market studies make the consequence of social interactions evident. In 
a study related to social interactions and the labor market, Rees et al. (2003) 
and Mas and Moretti (2009) study the influence of peers on individuals‟ 
performance at work. In the macroeconomic endogenous growth model, two 
critical drivers for the economic growth are knowledge spillover and 
technological development, both of which are likely to be associated with 
social interactions. For example, Berliant et al. (2006) studies knowledge 
exchange and economic development.  
Glaeser and Scheinkman (2003) provide a general model and a broad 
empirical overview about the research on social and nonmarket interactions, 
and they introduce a general theoretical model for social interactions. The 
utility of agent a depends on its own action   , the action of the reference 
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group   
 , the preference shock   , which is determined by the agent‟s 
characteristics, like income, education and so on, and p the cost of taking the 
action.  
Glaeser and Scheinkman (1999) have shown a specific example of how 
individual choice, reference group choice, individual characteristics and cost 
of taking action influence the individual utility,  
,               (1) 
 measures the taste for conformity. There are three 
channels for conformity: (1) the endogenous effects, which is that the 
propensity of an individual to behave in some way varies with the group 
behavior; (2) contextual effects, which is that the propensity of an individual 
to behave in some way varies with the characteristics of the group; (3) 
correlated effects, which means that individuals behave similarly in the same 
group because of the (unobserved) similar personal characteristics they have 
and the similar institutional characteristics they are confronted with (Manski, 
1993).  
Equation (1) indicates that the closer the individual choice is to the group 
average choice, the higher utility the agent will obtain. This utility function 
gives the following equilibrium condition,  
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                                             (2) 
Equation (2) is a relatively simple liner model to describe the determinants of 
social capital and have laid a foundation for the empirical part of this study.  
2.3 Chinese Literature Review 
Due to the important role played by guanxi in the Chinese society, variables 
related to social networks or guanxi are usually used as the indicator for 
social capital in most Chinese social capital literatures, and various relevant 
topics are examined, including factors contributing to individual social 
capital, and the effects of social capital on different social and economic 
outcomes both at the individual level and at the corporate and institutional 
level, and so on.  
At the individual level, Bian (2004) surveyed the sources and consequences 
of social capital online, and finds that occupation and income affect 
individual social capital, and that individual social capital could benefit 
individuals in improving trust, reinforcing reciprocity, building reputation 
and increasing the quality and quantity of relevant information. In addition, a 
number of studies have been conducted to examine the influence of social 
capital on employment, targeting a group of people with certain 
characteristics, such as laid-off workers (Zhao and Feng, 2000; Gui, et al. 
2002), farmers (Chen and Wang, 2004), and recent college and university 
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graduates (Zheng, 2004; Chen, Zheng and Wu, 2005). Empirical researches 
on employment suggests that social networks described by relatives and 
friends could have direct impact on job hunting outcomes; while social 
networks described by acquaintances helps provide job information and 
therefore have indirect impact on job hunting results (Bian and Zhang, 2001; 
Chen and Wang, 2004).  
At the institutional level, guanxi is intensively studied, covering the 
relationship between guanxi and institution and economy growth, the role 
played by guanxi on the advancement of governing systems, the effect of 
guanxi on corporate performance, and so on. In research related to economic 
institution development, researchers argue that guanxi is a necessary step in 
the process of a country building a just and efficient background institution; 
once the legal and economic systems are fully developed, the need for 
guanxi will decrease or disappear (Xin and Pearce, 1996; Peng and Luo, 
2000; Luo, 2001; Park and Luo, 2001). In addition, guanxi could be a 
double-edged sword in its relationship with the governing system. For 
example, guanxi could ensure that companies will donate money for 
environmental clean-up and waste disposal (Warren, et.al, 2004), but on the 
other hand, guanxi prevents the implementation of China‟s environmental 
policy because it is in the way of enforcement (Swanson et al, 2001).  
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At the corporate level, research has been conducted to examine the influence 
of social capital on company performances. Bian and Qiu (2000) conducted a 
survey of over 100 companies in Guangzhou, and concluded that social 
capital possessed by companies helps to improve company performance. 
Park and Luo (2001) find that although guanxi has limited influence on sales 
growth and profit growth of the company, it does lead to better firm 
performance and could also assist the market expansion and competitive 
positioning of firms. In addition to the positive impacts of social network 
when seeking a job, researchers also noticed the negative influences of social 
capital on the job market, like excluding others who do not have strong 
social networks and causing consequent social inequality. 
Although a number of studies have been conducted in China, few of the 
conclusions are based on empirical estimation results, and even fewer try to 
study social capital at the residential community level. In addition, the social 
capital indicators chosen are limited. These call for further study on the topic 
of local social capital at the residential community level.  
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3 Institutional Background 
3.1 The Chinese Culture 
The Chinese have long believed in the role played by social influence and 
social capital. One example of social influence is an old Chinese saying that 
“Keep good men accompany and you shall be of the number”, and it means 
that due to social influences, individuals could further improve.  
Another characteristic of Chinese Society is the strong emphasis on “guanxi” 
which means social network or social relationship and which is part of the 
“social capital” discussed in this paper. Individual Chinese refer to “guanxi” 
for their job hunting and Chinese firms refer to “guanxi” to seek benefits for 
the firm as well. Therefore, Chinese people might be more willing to offer 
help to their neighbors to enhance their reciprocal social network; or the 
wealthier people and people with higher education may be more willing to 
offer help compared with those with lower income or lower education, 
because the wealthier people and people with higher education may have 
benefited more frequently from their “guanxi”.  
The strong emphasis on social influences and “guanxi” in the Chinese society 
not only hints that the social capital might be more important in China, but 
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also shows that the formation of social capital might be different compared 
with other countries or cultures.  
3.2 Formation of Different Residential Community Types 
In mainland China, residential communities have undergone great changes in 
the past several decades due to both the urbanization process and the housing 
policy change. Till now, five main residential community types existed: (1) 
old downtown communities; (2) working-units communalities; (3) 
commodity-housing communities; (4) towns and urban villages; (5) rural 
communities. Among these five residential community types, old downtown 
communities have a long history and diverse residents, working-unit 
communities have residents with a relatively homogeneous background, 
commodity-housing communities are relatively new and have residents with 
higher mobility, towns and urban villages may result from informal housing 
development, and rural villages also have a long history and have residents, 
most of whom make their living from farming. The different characteristics of 
these five different community types in China might bring about different 
ways of social capital formation. The sample of CGSS2005 covers all of these 
community types. 
The urbanization process of China started after the foundation of the People‟s 
Republic of China and grew rapidly after the proposal of the “Reform and 
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Opening Up” policy at the end of 1978. The urban population grew steadily at 
an annual rate of around 3-4% from 1950 to 1965. The urban population 
experienced a great jump from 1958 to 1961 during the “Great Leap 
Forward”1 in conjunction with the massive industrialization effort. During the 
“Cultural Revolution”2 years from 1965 to 1975, urban population growth 
rate dropped substantially as a result of rustication of youth and other social 
cleansing policies. However, after the “Chinese Economic Reforms”3 were 
launched at the end of 1978, urban population growth began to accelerate. The 
inflow of foreign direct investment created massive employment opportunities, 
which fostered urban population growth. From 1978 to 2002, the urbanization 
rate in China increased from 17.92% to 39.1%. The annual growth rate was 
0.88%, twice the world average level of the same period.
4
 The urban rate was 
26% in 1990 and 36% in 2001. At the end of 2009, China's total population 
                                                     
1 The Great Leap Forward of the People‟s Republic of China was an economic and 
social plan used from 1958 to 1961, which ostensibly aimed to use China‟s large 
population to rapidly transform the country from an agrarian economy into a modern 
communist society through the process of agriculturalization, industrialization, and 
collectivization. Zedong Mao(the chairman of the communist party of China that time) 
led the campaign based on the Theory of Productive Forces, and intensified it after 
being informed of the impending disaster from grain shortages. 
2
 It was a political movement launched by Zedong Mao (the chairman of the 
communist Party of China) in 1966 and ended with Mao‟s death in 1976; he alleged that 
“liberal bourgeois” elements were permeating the party and society at large and that 
they wanted to restore capitalism. It was later viewed as a violent mass movement that 
resulted in social, political, and economic upheaval in the country, and it resulted in 
nationwide chaos and economic disarray and stagnation.  
3
 It consists of a series of reforms that aims to generate sufficient surplus value to 
finance the modernization of the mainland Chinese economy. The first series of reforms 
in the late 1970s and early 1980s aimed to start trade with the outside world, and 
implement the household responsibility system in agriculture. The second series of 
reforms occurred in the 1980s and aimed to create market institutions and convert the 
economy from an administratively-driven command economy to a price-driven market 
economy.  
4 From the Statistics of the Ministry of Construction 
http://english.peopledaily.com.cn/200405/19/eng20040519_143708.html  
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was 1.334 billion, with 712 million (53.4%) and 622 million (46.6%) residing 
in rural areas and urban areas respectively (not including Hong Kong, Macau, 
Taiwan).
5
 As a result of the urbanization process in China, people who 
previously lived in rural areas now live in the city, either because they moved 
to the city or the place they previously lived was transformed from a rural area 
to an urban area. The communities they previously lived in have also changed. 
In traditional Chinese villages, a large family usually lived together, and they 
and their neighbors were likely to have lived in the same village for 
generations. However, after the urbanization of the village, many outside 
residents began to move in and the villagers began to move out, so that the 
socioeconomic composition of the neighborhood was changed. 
The urbanization process mainly concerns the change in the rural communities, 
while the housing policy change mainly concerns residential communities in 
the urban areas. The public housing system, which took effect after the 
foundation of the People‟s Republic of China, has provided Chinese urban 
dwellers with low-cost accommodation. However, due to the rapid urban 
population growth caused by the urbanization process, and the lack of 
systematic planning, great problems have been caused by the public housing 
system, such as shortage of housing, prevalence of dilapidated housing, 
housing inequality, heavy burden on the state, construction of low-quality 
                                                     
5
 From the report by the Chinese Academy of Social Science. 
http://www.cpirc.org.cn/news/rkxw_gn_detail.asp?id=10684  
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housing, inappropriate maintenance, irrational pattern of ownership, and so on. 
The housing reform that surfaced in 1978 under the leadership of Xiaoping 
Deng is designed to initiate a rational mechanism for housing investment, 
construction, management and distribution by changing the public housing 
system to a private - ownership housing system, and changing the system 
where housing is provided by the state and the working units to a system 
where housing costs are shared by the state, working units and individual 
households (the state and working units provide the housing benefits via the 
housing fund system).
6
 It has undergone four phases: the subsidized housing 
sales phase (1979-1985),
7
 the rent increases with subsidies phase 
(1986-1988),
8
 the preferential housing sales phase (1988-1990),
9
 and the 
full-scale reform phase (1990-present).
10
Previously, as housing was provided 
by the state and the working units, urban workers in the same working units 
lived together, so they knew each other well, and were willing to offer help 
when other neighbors were in trouble. Now, due to the construction of 
commercial housing and the fact that working units stopped providing 
                                                     
6
From the Housing Reform Policies and Regulations Document 
http://www.fzzx.cn/S/BookPages/124/Default.shtml  
7
 In this phase, only newly-built housing was targeted. 
8
 In this phase, both newly-built and existing housing was open to reform. 
9
 In this phase, the state was relieved of maintenance, rent collection and subsidy 
delivery; housing investment was relieved of construction and maintenance and private 
ownership of self-occupancy housing was increased.  
10
 The commercial mechanism of the housing system began to be constructed, and 
various policies took effect to make the system better and to deal with problems arising 
from the process of developing the market dominated housing system. See Shaw 
(1997). 
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apartments, urban workers could not live together and they began to live with 
other people they did not know.  
3.3 The Hukou System in China 
The hukou system, which is the system of residency permits, dates back to the 
1950s. In China, every household has a Household Registration Record, which 
includes various information of family members, such as name, birth, death, 
identification number, residence location, moves, and so on. Due to the 
differences in the living conditions, education and healthcare opportunities 
between the rural and urban areas, the hukou system is used to limit mass 
migration from rural areas to urban areas in order to ensure the structural 
stability of society. It may also be used to monitor dubious criminals to ensure 
the safety and stability of society.  
Before the implementation of the Opening and Reform Policy in the late1970s 
in China, the police would periodically round up those farmers who were in 
the city and send them back to their permanent residency locations. After the 
late 1970s, due to the fact that the development of the coastal areas cause a 
need for workers, the farmers in the rural areas and workers in small and 
medium cities are allowed to work in these coastal cities, but they still need a 
working permit to work in the city. Although it seems that the hukou system is 
not that strict compared with the past, since residents from the middle and 
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western regions could work and live in these coastal cities if they have enough 
money to support themselves, they still could not enjoy the sound healthcare 
system in the city, their children could not have the same education 
opportunities as children of urban residents, and also in some cities like 
Beijing and Shanghai, they could not buy an apartment if they have not paid 
more than five years‟ income tax. Therefore, the hukou status has been an 
important component of Chinese life. To some extent, it represents the rights 
of enjoying a better life and more opportunities in the place where you have 
hukou.  
Therefore, to some extent, whether one has hukou in the community or not 
could represent how long one is going to stay in the community and how much 
one is going to invest in the local social capital of the community, because if 
one does not have hukou in the community, he or she does not intend to stay 
in the community for a long time or he or she will be forced to leave by his or 
her inability of enjoying the local welfare there.  
 
   




This study adopts a linear model of social interactions (Durlauf and 
Ioannides, 2010) to describe the determination of the choice or propensity 
yij—such as ACQUAINT, TRUST, HELP, and INVOLVE in the present 
study—of individual i in social group j: 
       
                    ,                    (3) 
where xi is a vector of individual attributes influencing the individual 
motivation (see Glaeser, Laibson and Sacerdote,2002), zj is a vector of 
contextual effects, mj is the expected average choice or propensity yij in the 
social group, j represents the location heterogeneity and μij represents 
unobserved individual heterogeneities. For the purpose of the present study, 
this paper identifies the social group with the residential community where 
individual i lives.  
Further, this study assumes μij to have a mean μj, reflecting the possible 
correlation of unobserved individual heterogeneities within the community 
due to endogenous sorting, and a standard error σj; thus  μij=μj+εij, where εij 
has an expected value of zero and standard error σj within the community. 
The α coefficients determine the private effect due to individual attributes, 
whereas the β coefficient captures the endogenous effect.  
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Substituting the expected value of yij at the community level for mj in 
Equation (3), the following equation is obtained: 
    
  
 
   
     [
 
   
    
 
   
   
 
   
(     )]      
=                                                (4) 
where the terms within the square brackets represent different sources of the 
social influence on yij: the endogenous effect, the contextual effects, the 
location effect, and the correlation effect, respectively.  
The empirical analysis proceeds in two steps. In the first step, Equation (4) is 
estimated to identify the terms in the square brackets as the community fixed 
effects γj. Since the social capital indicators are reported in discrete ranking, 
which is not necessarily linear and is potentially subject to censoring due to 
the survey instrument, Equation (4) is estimated using an ordered-probit 
model.  
Let Yij be the ranking of a social capital indicator reported by the individual 
at discrete values of 0, 1, …, H, with H being the highest reported level for 
the indicator. The ordered-probit model estimates the equation for the latent 
propensity yij specified by Equation (4) according to the following 
relationship: 
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   =0, if              
   =1, if           
                                                           (5) 
   =H, if               
 
where sh, h=1, …, H, are threshold values.
11
 Note that the latent propensity 
yij is linear and not censored.  
In the second step, the estimated community fixed effect γj is regressed on 
the estimated private effect αxj and the contextual and location variables: 
   
 
   
    
 
   
   
 
   
   
 
   
  ,                           (6) 
where the last term is assumed to have a zero-mean normal distribution 
across communities. 
                                                     
11
The ordered-probit model assumes εij to follow a normal distribution with mean zero 
and variance σ
2
; hence the probability of observing Yij= h, 0 ≤ h ≤ H, is given by  
 (
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5.1 Description of the Data Set and Variables 
The major data set employed in this paper is the CGSS2005. CGSS2005 
surveyed 29 provinces in mainland China, 10,372 households. It provides 
information of individual characteristics, individual choice of social capital 
indicators, location of the community surveyed, etc. After clearing the data, 
9406 observations are left, which cover six community types (old downtown, 
work-unit, commodity-housing, town, urban village and rural).  
In addition to the need for individual level data, the research also requires city 
level attributes. There are three sources of city level attributes information: the 
Urban Household Survey 2007 provides information of average education and 
income difference within juweihui for the city, the 2004 Chinese Statistical 
Yearbook provides household disposable income, population density of the 
town area, etc.; the China Meteorological Data Sharing Service System 
provides climate information for the city in 2004, as weather might influence 
residents‟ outdoor activities which would further influence their social capital 
indicators. To offer a better understanding of the available information in the 
data set and of the variables that will be employed in the empirical part, 
variable descriptions are provided in Table i and Table iii. Table ii and Table 
iv shows the correlation matrix of the individual variables and community 
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variables.  The correlation matrices shown in Table ii and Table iv indicate 
that there are some correlation among the variables, specially, the correlation 
between homeowner and hukou and the correlation between homeownership 
rate and hukou rate are both higher. However, none of the correlation 
coefficient is higher than 0.5, and it shows that although there are some 
correlation among the variables, this study could still keep all of them. Table v 
provides a description of urban variables going to be used in this study. 
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TABLE i Description of Individual Variables from CGSS2005 (9406 Observations) 
Variable Name Variable Description Mean (stdev) 
TRUST How widely the individual trusts his/her neighbors (self rated from 0 to 4): 0 = very 
few, … 4 = most neighbors 
3.05 (0.89) 
ACQUAINT How acquainted the individual is with his/her neighbors (self rated from 0 to 4): 0 = 
very little, … 4 = very much.   
2.82 (0.98) 
HELP How often the individual exchanges help with his/her neighbors (self rated from 0 to 
4): 0 = seldom, … 4 = very frequent.  
2.04 (1.12) 
INVOLVE How much the individual involves himself/herself in the work and decisions of 
his/her residential or village committee (self rated from 0 to 4): 0 = very little, … 4 = 
very much. 
1.83 (1.05) 
Age The individual‟s age.  44.65 (14.55) 
Income The individual‟s household annual income.  20078 (36793) 
Married Binary variable: 1 = the individual is married.  0.85 (0.36) 
Full-time_job Binary variable: 1 = the individual had a full-time non-farm job in the past 3 months 0.25 (0.43) 
Party_member Binary variable: 1 = the individual is a member of the Communist Party.  0.11 (0.31) 
Hukou Binary variable: 1 = the individual‟s Hukou is registered in the community.  0.94 (0.24) 
Homeowner Binary variable: 1 = the individual is a homeowner in the community.  0.86 (0.35) 
Schooling Individual‟s years of schooling 8.29 (4.76) 
Middle_school+ Binary variable: 1 = the individual attained at least middle school education. 0.63 (0.48) 
Tertiary_edu Binary variable: 1 = the individual has tertiary education. 0.17 (0.38) 
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TABLE ii Correlation Matrix of Individual Variables (9406 Observations) 
  Age Income Married Full-time job Party_member Homeowner Hukou 
Age 1             
Income -0.0725 1           
Married 0.1669 -0.0491 1         
Full-time job -0.2862 0.2173 -0.0394 1       
Party_member 0.1819 0.0591 0.0602 0.097 1     
Homeowner 0.1277 -0.0644 0.1296 -0.1777 0.0256 1   
Hukou 0.1154 -0.069 0.0787 -0.1093 0.0271 0.3517 1 













   




TABLE iii Description of Community Variables from CGSS2005(348 Observations) 
Variable Name Variable Description Mean (stdev) 
Hukou_rate Community mean value of Hukou 0.91 (0.16) 
Homeownership_rate Community mean value of Homeowner 0.75 (0.27) 
SD_Income Within community standard deviation of log household income 0.66 (0.25) 
SD_Edu Within community standard deviation of individual schooling 3.90 (1.28) 
 
TABLE iv Correlation Matrix of Community Variables from CGSS2005(348 Observations) 
  Hukou_rate Homeownership_rate SD_income SD_Edu 
Hukou_rate 1       
Homeownership_rate 0.4494 1     
SD_Income -0.1193 -0.1408 1   
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TABLE v Description of Urban Variables [number in the brackets indicates source] (49 to 54 observations) 
Variable Name Variable Description Mean (stdev) 
Population 2004 population in the urban districts of the city (10 thousand) [1] 272 (290) 
Immigration 2004 net immigration to the city (percentage of Population) [1] 1.52 (1.66) 
Disp_income 2004 urban household disposable income (RMB Yuan) [2] 10049 (3799) 
Green_space Green space (percentage of urban area) [3] 35.61 (6.33) 
 
Temperature_index Annual mean temperature/ (temperature range) [4] 0.18 (0.06) 
Humidity Annual average humidity (%)  [4] 68 (7.75) 




City average within-community (Juweihui) standard deviation of the schooling 
of household head [5] 
2.57 (0.23) 
Note: Data sources are [1] China Urban Statistical Yearbook, [2] China Regional Economic Statistical Yearbook, [3] China Urban 
Construction Statistical Yearbook, [4] China Meteorological Data Sharing Service System, [5] Urban Household Survey 2007. 
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5.2 Descriptive Statistics of Key Variables 
To have a better understanding of the dataset, Table v compares the 
Community-Type Mean, Mean Within-Community Standard Deviation, and 
Cross-Community Standard Deviation of HELP, TRUST, ACQUAINT, 
INVOLVE, income, year of schooling, homeownership rate, and hukou rate.  
In terms of individual self-rated frequency of HELP, the average HELP is 
highest for rural communities, followed by towns and urban villages, old 
downtown communities, working-units based communities and 
commodity-housing communities. The average value of the standard deviation 
of help within communities, which represents the differences of individual 
choice of help within the same community, appears to be similar for different 
community types, yet conclusions might still be drawn that residents in old 
downtown communities might behave more differently within the same 
communities, while residents in commodity-housing communities might 
behave more similarly. Cross-community standard deviation, which is 
calculated using the standard deviation of the average choice in the same 
community and represents the differences of community average choice, 
differs significantly across different community types. Simple descriptive 
statistics show that the difference of community average choice is most 
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obvious for newly transformed communities and least obvious for rural 
communities.  
 















987 2405 1176 813 3981 
Community-type Mean 
ACQUAINT 2.653 2.486 2.222 2.601 3.291 
TRUST 2.932 2.931 2.734 2.984 3.264 
HELP 1.811 1.715 1.491 1.846 2.500 
INVOLVE 1.650 1.603 1.589 1.708 2.105 
Income  26,014   26,677   31,448   26,963   9,761  
Schooling 11.2 12.5 12.9 11.0 7.55 
Homeownership
_rate 
0.631 0.807 0.764 0.809 0.982 
Hukou_rate 0.857 0.937 0.888 0.905 0.984 
Party_member 0.092 0.167 0.133 0.132 0.068 
Age 45 46 44 43 45 
Married 0.780 0.804 0.792 0.861 0.899 
Full-time_job 0.342 0.402 0.426 0.401 0.043 
Mean Within-Community Standard Deviation 
ACQUAINT 0.918 0.875 0.920 0.878 0.791 
TRUST 0.843 0.863 0.871 0.798 0.777 
HELP 1.032 0.992 0.995 0.968 0.964 
INVOLVE 0.951 0.948 0.956 0.908 0.986 
Income  28,762   26,365   33,047   34,468  14,181  
Schooling 4.301 4.422 4.302 4.338 4.280 
Cross-Community Standard Deviation 
ACQUAINT  0.316   0.327   0.297   0.370   0.300  
TRUST  0.288   0.210   0.228   0.257   0.258  
HELP  0.338   0.365   0.374   0.345   0.398  
INVOLVE  0.256   0.265   0.252   0.297   0.343  
Income  13,059   9,274   11,709   10,554   7,351  
Schooling  1.737   1.591   1.932   1.637   1.517  
Homeownership
_rate 
 0.175   0.110   0.150   0.130   0.052  
Hukou_rate  0.274   0.076   0.187   0.141   0.059  
   




Similarly for INVOLVE, TRUST and ACQUAINT, the average INVOLVE, 
TRUST and ACQUAINT are highest for rural communities, while lowest for 
commodity-housing communities. The mean within-community standard 
deviation of INVOLVE, TRUST and ACQUAINT are the lowest for rural 
villages.  
The homeownership rate and hukou rate are highest for rural communities, 
while lowest for old downtown communities. As many of the old downtown 
communities became urban villages in a number of cities, this deterioration of 
the living environment may also result in many urban or rural workers renting 
apartments in old downtown communities, where they do not own apartments 
or have hukou in the community. On the contrary, in rural villages, as most 
people make a living from farming and there is relatively less business and 
industry, most of the rural residents are farmers and they own hukou and a 
house in the village. The cross-community standard deviation of 
homeownership rate and hukou rate is highest for the old downtown 
communities while lowest for rural villages, which represents the 
homogeneous nature of rural villages and the differences in hukou and 
homeownership in town and urban village communities.  
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The average income and years of schooling are highest for 
commodity-housing communities, while lowest for rural communities. In 
particular, the average annual household income for rural villages is less than 
10,000 and less than one-third of the average annual household income for 
commodity housing communities, which represents the income disparity in 
China. In addition, the average years of schooling for rural residents is only 
seven, which means that they just finished the first year of middle school, 
while the average years of schooling for residents in the commodity-housing 
communities is 13, which shows that their average education is above high 
school. This may be because urban areas attract more well-educated people, 
but on the other hand, it may also be because of the unequal education 
opportunities. The average income and years of schooling for individuals 
living in old downtown communities, working unit communities, and rural 
towns or urban villages are lower compared with commodity housing 
communities, but the difference is not as significant as the difference between 
rural communities and commodity housing communities. The mean 
within-standard deviation of income and years of schooling is largest for rural 
towns and urban villages while smallest for rural communities. The 
cross-community standard deviation of income and years of schooling is also 
smallest for rural communities. These show that farmers in rural China are 
generally poor and have received less education.  
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In terms of the community-type mean of variables of party membership rate, 
age, marital status and full-time job status, the party membership rate is 
highest for work-unit communities, while lowest for rural communities; the 
marriage rate and full-time worker rate is highest for commodity-housing 
communities and lowest for rural communities; the mean age of individuals 
surveyed does not appear to vary much across the community types.
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6 Empirical Result 
6.1 Separation of Private Effects and Social Influence 
Table vii shows the first stage regression results using HELP, TRUST, 
ACQUAINT, and INVOLVE as dependent variables. The independent 
variables used include both individual level characteristics including age, 
household income, marital status, work status, and so on as described in 
Table i, Table iii, and Table v and also location fixed effects.  
From the regression results using ACQUAINT as the dependent variable, I 
observe that more senior residents, wealthier residents, party members, 
homeowners, hukou holders, and residents with an education level above 
middle school report higher ACQUAINT. Interestingly, residents with 
tertiary education rated their acquaintance with their neighbors lower. It is 
likely that senior residents have lived in the community for a longer period 
of time, or they have spent more time socializing with their neighbors. For 
homeowners and residents with hukou in the community, it is assumed that 
they have lived in the community for a longer period of time, compared with 
renters or residents who do not have hukou in the community, therefore, they 
may be more willing to know who their neighbors are. Residents with higher 
income and higher education (education level above middle school) may 
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value social networks more highly (or are more sought after as friends) 
compared with other residents, therefore, they spend more time socializing 
with their neighbors. The full-time job variable has negative impact, 
although it is not that significant. It may be that full-time workers have less 
spare time to get to know their neighbors.  
The estimation results for TRUST also appear very interesting. Only age, 
party membership and homeownership have positive effects on trust, which 
shows that trust is the most difficult to explain. Trust may be related to 
unobserved individual experiences such as how the individual was raised up, 
what problems the individual has encountered, how the individual has solved 
the problem, and so forth. For elder people, they might have lived in this 
community for a long time; therefore, they might know their neighbors well 
and consequently believe in their neighbors. As the Communist Party is the 
only governing party in China, becoming a party member gives one the 
responsibility of caring about people around them and being active in 
different organizations. Therefore, party members may actually trust their 
neighbors more as they have more opportunities to know their neighbors, or 
they might intentionally report a higher level of trustworthiness of their 
neighbors. Homeowners are the residents who are likely to live in this 
community for a long time, and who might sometimes value the apartment or 
house according to the characteristics of their neighbors, and they are likely 
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to only live close to people they trust. In addition, the estimation results 
using TRUST as the dependent variable also inform us that education, 
income, getting married, work status and so on has little to do with one‟s 
willingness to trust one‟s neighbors.  
Analysis using HELP and INVOLVE as the dependent variables show 
similar results with the estimation using ACQUAINT as the dependent 
variable. Individuals who are older, party members and homeowners, who 
earn more money or have hukou in the community more frequently exchange 
help with their neighbors and get involved in community affairs. Being 
married also has a positive effect on HELP and INVOLVE; it may be 
because married couples care more about the community governance or 
community affairs for the sake of the well-being of their children and family.  
The individual attributes and social influences explain from 15.4% to 22.2% 
of the variance of the social capital indicators, suggesting that these 
indicators are noisy. Given the subjective nature of these indicators and 
likely differences in the perception of individuals about their social 
interactions, it is perhaps not surprising that the variance of εij in Equation (4) 
is large. Nevertheless, the estimates of the individual attributes shown in 
Table vii appear reasonable and generally consistent with the findings in the 
literature regarding individual motivations for social capital investment (e.g. 
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Glaeser, Laibson, and Sacerdote, 2002), except that hukou is a unique 
phenomenon in China and it is not considered in other studies. In addition, 
the estimates of the ordered choice threshold values sh, h=1,..,4, are well 
behaved. Hence, these social capital indicators provide useful measures of 












   




TABLE vii Separation of Private Effects and Fixed Effects 


















 (2.9) (0.22) (3.1) (4.5) 





 (1.2) (0.97) (4.2) (2.5) 
Full-time_job -0.0555 0.007 -0.040 -0.001 




































 (2.4) (0.82) (4.1) (8.6) 
Tertiary_edu -0.084
**
 -0.0139 -0.041 -0.051 




































 (11) (6.1) (9.3) (14) 
Community fixed 
effects 
Yes Yes Yes Yes 
Pseudo R squared 0.222 0.171 0.177 0.154 
No. of observations 9395 9357 9395 9395 
Notes: t statistics in parentheses, 
*
 p < 0.1, 
**
 p < 0.05, 
***
 p < 0.01 
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6.2 Determinants of Social Influence 
After the first stage estimation of the separation of the private effects and 
location fixed effects, variance decomposition is used to evaluate the 
contribution of the private effects versus the location effects (or social 
influence) to explaining the four social capital indicators. As shown in Table 
viii, it is obvious that the variances of the predicted propensities (which are 
not subject to censoring) are much greater than those of reported social 
capital indicators (which are subject to measurement censoring), the latter 
being less than 25% of the former. In addition, social influence clearly plays 
a dominant role in explaining the difference in social capital indicators 
between individuals; the individual effect accounts for just between 1% and 
9% of the variance of the predicted social capital propensities. 
TABLE viii Variance Decomposition 
Social capital indicators 
(SCI) 
ACQUAINT TRUST HELP INVOLVE 
Sum of squared (SS) 
SCI  9,043   7,425  11,807   10,428  
Predicted SCI 2,008 1,270 2,090 1,606 
Predicted propensity  17,665  12,094   8,496   6,932  
Individual effect  596   109   293   656  
Community fixed effects 16,934 12,365 8,138 7,008 
% of SS of predicted propensity 
Predicted SCI 11% 10% 25% 23% 
Individual effect 3% 1% 3% 9% 
Community fixed effects 96% 102% 96% 101% 
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Glaeser, Laibson and Sacerdote(2002) find that variation with respect to 
individual social capital investment is quite large and often difficult to 
associate with geographic neighborhood effects. The present study shows that, 
although individuals‟ age, education, income, employment, and 
homeownership have appreciable effect on their social capital, the geographic 
neighborhood effects are much more important, at least for social influences 
within residential communities. To explore further how social influence, as 
measured by community fixed effects, varies across different residential 
communities or cities, a series of analyses are conducted. As the dependent 
variable of community-specific predicted value of ACQUAINT, TRUST, 
HELP and INVOLVE due to social influences(they are denoted as 
SI_ACQUAINT, SI_TRUST, SI_HELP and SI_INVOLVE respectively) are 
all the community fixed effects obtained from the first stage estimation, they 
are all continuous. Therefore, the second stage estimations, designed to obtain 
the determinants of the social influences, are conducted using the OLS 
estimations corrected for White Heteroskedasticity.
   




TABLE ix Mean and Standard Deviation of Social Influences and 
Community Average Individual Effect 
Variables  Mean  Std. Dev. 




SI_ACQUAINT 0.833 1.119 
SI_TRUST 1.111 1.175 
SI_HELP -0.096 0.883 










Table ix provides simple descriptive statistics of the four social influence 
measures and community average individual effect. The community average 
individual effect is calculated using the community average of the individual 
characteristics and the influence of different individual characteristics as 
obtained from the first stage estimation result. According to the standard 
deviation statistics, the social influences on individuals‟ neighborhood social 
connectedness (SI_ACQUAINT and SI_TRUST) appear more variable across 
communities than those on individuals‟ contribution to neighborhood public 
good (SI_HELP and SI_INVOLVE). In addition, the social influences appear 
more important than the individual effects in explaining cross-community 
differences in community social capital; the standard deviation of the former is 
more than five times the latter, consistent with the variance decomposition 
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TABLE x Correlation Matrix of Social Influences 
Correlation 
coefficients 
SI_TRUST SI_HELP SI_INVOLVE 
SI_ACQUAINT 0.321 0.640 0.306 
SI_TRUST  0.291 0.142 
SI_HELP   0.295 
Table x shows the correlation matrix of social influences measured by the 
community fixed effects using the four social capital indicators. The 
correlation matrix shows that the social influences on the four social capital 
indicators share some common sources.  
Table xi shows the estimated result of regressing SI_HELP, SI_ACQUAINT, 
SI_TRUST and SI_INVOLVE on community type dummies to see the 
variation of local social capital across different community types. Estimated 
results suggest that local social capital measured using all these four 
variables are higher in rural communities, while local social capital measured 
using SI_HELP is also higher in rural towns and urban villages and local 
social capital measured using SI_ACQUAINT is significantly lower in 
commodity housing communities. However, the estimated results shown in 
Table xi also indicate that the community type dummies only explain a 
limited part of the community differences of social capital measures. 
Especially, the urban community type dummies seem to have rather limited 
effects on the community-specific influences of SI_HELP, SI_TRUST, 
SI_ACQUAINT, and SI_INVOLVE.  
   




TABLE xi Variation of Local Social Capital across Different Residential 
Community Types 
 SI_HELP SI_TRUST SI_ACQUAINT SI_INVOLVE 
Work Unit 0.0855 0.00761 -0.0920 -0.0298 
Community (0.74) (0.05) (-0.62) (-0.31) 
Commodity 
Housing 
-0.0852 -0.0800 -0.280* -0.0801 
Community (-0.66) (-0.45) (-1.79) (-0.73) 
Towns and  0.239* 0.0601 0.178 0.00827 
Urban Villages (1.70) (0.27) (0.80) (0.07) 
Rural Villages 0.410*** 0.224 0.428*** 0.173* 
 (3.75) (1.41) (2.97) (1.89) 
Constant -0.0106 1.208*** 1.098*** 1.061*** 
 (-0.10) (8.12) (8.78) (12.86) 
Province Fixed 
Effects 
No No No No 
R-sq 0.048 0.011 0.041 0.017 
adj. R-sq 0.044 0.006 0.037 0.013 
N 949 949 949 949 
  Note: t statistics in parentheses, 
*
 p < 0.1, 
**
 p < 0.05, 
***
 p < 0.01 
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TABLE xii OLS Estimates of Cross-Community Determinants of Social Influences on Social Capital 
Dependent variable SI_ACQUAINT SI_TRUST SI_HELP SI_INVOLVE 
Individual effect -0.103 -0.367 -0.0434 -0.273 -0.384 0.0785 
(αxj) (0.26) (0.36) (0.05) (0.44) (1.20) (0.25) 
(ACQUAINT>mean)    0.215***  0.0848 
×(αxj)    (3.21)  (1.60) 
Work Unit 0.0599 0.253 0.0906 0.0209 -0.158 -0.196* 
Community (0.41) (1.29) (0.60) (0.17) (1.43) (1.88) 
Commodity Housing -0.193 0.169 0.0245 0.0545 -0.248* -0.235* 
Community (1.36) (0.78) (0.15) (0.40) (1.90) (1.86) 
Towns and Urban 0.405* 0.393 0.335* 0.0714 -0.0327 -0.143 
Villages (1.67) (1.53) (1.95) (0.53) (0.23) (1.04) 
Homeownership -0.209 -0.0368 -0.274 -0.122 -0.076 -0.070 
_rate (0.90) (0.13) (1.20) (0.61) (0.44) (0.43) 
Hukou_rate -0.599 -0.167 -0.650 -0.362 -0.304 -0.256 
 (1.33) (0.26) (1.35) (1.06) (1.03) (0.96) 
SD_Income 0.674 0.540 0.057 -0.209 0.233 0.156 
 (0.98) (0.74) (0.13) (0.68) (0.63) (0.44) 
SD_Edu 0.0518 -0.0198 -0.004 -0.028 0.033 0.023 
 (0.94) (0.36) (0.12) (1.05) (1.21) (0.89) 
Temperature 4.673*** -0.615 4.297*** 1.864** 2.975*** 1.935** 
_index (3.65) (0.47) (3.98) (2.17) (3.05) (2.07) 
Humidity>75% -0.544** -0.500*** -0.582*** -0.263* 0.104 0.247** 
 (2.30) (3.14) (3.54) (1.85) (0.86) (2.17) 
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TABLE xiii OLS Estimates of Cross-community Determinants of Social Influences on Social Capital (Continued) 
Dependent variable SI_ACQUAINT SI_TRUST SI_HELP SI_INVOLVE 
ln(Population) -0.059 -0.063 -0.152** -0.097** 0.102* 0.114** 
 (0.70) (-1.00) (2.55) (2.11) (1.77) (2.20) 
Immigration -0.007 -0.049 0.0300 0.043** 0.0471* 0.049** 
 (0.20) (-1.20) (1.14) (2.05) (1.94) (2.11) 
ln(Disp_income) -0.980*** 0.012 -1.203*** -0.738*** -0.687** -0.531** 
 (2.81) (0.03) (4.15) (3.29) (2.57) (2.12) 
Green_space 0.021 0.008 0.016* 0.004 -0.008 -0.013 
 (1.35) (0.86) (1.71) (0.54) (0.92) (1.56) 
SI_TRUST    0.062**  0.004 
    (2.33)  (0.12) 
SI_ACQUAINT    0.317***  0.137** 
    (4.65)  (2.37) 
Constant 9.340*** 1.604 11.39*** 7.433*** 7.745*** 5.117** 
 (2.99) (0.39) (4.32) (3.64) (3.18) (2.23) 
R-sq 0.143 0.045 0.239 0.541 0.108 0.191 
adj. R-sq 0.106 0.004 0.206 0.517 0.069 0.148 
N 340 340 340 340 340 340 
   




Therefore, later estimated results further explore the differences of social 
capital at the community level using the urban sample in cities with more 
than 500,000 urban residents. The explanatory variables used in Table xii 
and Table xiii could be divided into three groups: constructed variables from 
the first stage estimation, including constructed individual effects (αxj) social 
influences, community attributes from CGSS2005 and urban attributes from 
other data sources.  
There are six regression results shown in Table xii and Table xiii, four of 
which use the same explanatory variables, and the other two include 
additional variables of SI_TRUST, SI_ACQUAINT and the interaction term 
of Higher ACQUAINT and private effects of HELP or 
INVOLVE((ACQUAINT>mean)×(αxj)). Estimated results shown in Table 
xii and Table xiii suggest that the community level variables are generally 
not significant (as these measures are not particularly reliable, due to the 
sample size at the community level), while city level variables seem to be 
more important.  
The empirical analysis result using SI_ACQUAINT as the dependent 
variable shows that local social capital represented by SI_ACQUAINT 
seems to be more important in work-unit communities and in towns and 
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urban villages, while less important in commodity-housing communities. 
Communities located in cities with a good climate, which are represented as 
higher TEMPI and Humidity below 75%, have a positive effect on local 
social capital represented by SI_ACQUAINT. As the higher TEMPI, 
according to the calculation of TEMPI, means a warmer climate and less 
temperature variation throughout the year, cities with higher TEMPI are 
those located in the south and coastal areas of China. Probably, good climate 
conditions e.g. warmer, with less temperature variation and relatively low 
humidity, provide residents with more opportunities for outdoor activities in 
the community, therefore, they are more acquainted with their neighbors. 
The variable of average annual disposable income of the city has a negative 
impact on the local social capital represented by SI_ACQUAINT, which 
may show that rising income is accompanied by decreasing social capital in 
the development of Chinese cities.  
Among the explanatory variables of SI_TRUST, only Humidity seems to be 
important, and it may be because low humidity provides residents with more 
opportunities to do outdoor activities and get along with their neighbors. In 
addition, similar to the first stage estimation result that TRUST is most 
difficult to explain, local social capital measured by SI_TRUST is also very 
difficult to explain.  
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Two regressions are estimated using SI_HELP and SI_INVOLVE as 
dependent variables. The first regression results using SI_HELP and 
SI_INVOLVE as dependent variables are similar to the estimated result 
using SI_ACQUAINT as the dependent variable, although there are several 
exceptions. The first exception is that the variable of Green_Space (Green 
space ratio of the city) seems to be more important for SI_HELP than 
SI_ACQUAINT and SI_INVOLVE. The second exception is that although 
Immigration (immigration rate of the population) has a negative impact on 
SI_ACQUAINT and SI_TRUST, immigration has a positive impact on 
SI_HELP and SI_INVOLVE. Possible explanations for the positive impact 
of immigration on SI_INVOLVE could be that residents care more about the 
community governance or community affairs as more immigrants or 
migrants moved to the city for the sake of the safety of their family and the 
property value of their apartment. A probable explanation for the positive 
impact of immigration on SI_HELP might be one of two things: on the one 
hand, people are willing to offer help to their neighbors if the immigration 
rate of the city is high; on the other hand, it also could be that people who are 
more friendly or who are more willing to offer help to their neighbors attract 
more immigrants or migrants to the city. The third exception is the negative 
impact of city population on SI_HELP and the positive impact of city 
population on SI_INVOLVE. The underlying reasons for the third exception 
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could be similar to the explanation of the second exception. Population not 
only represents the size of the city, to some extent, it could also capture some 
of the effects of the city density. Putnam (2000) argues the negative effect of 
urban density on social capital, while Bruckner (2008) does not support the 
negative role of population. Therefore, the role of population played in the 
analysis is reasonable.  
The second regression results using SI_HELP and SI_INVOLVE as 
dependent variables are different from the first estimated result in that the 
second ones include SI_TRUST, SI_ACQUAINT, and the interaction term 
of individual effect with higher ACQUAINT. As Table viii has shown, 
although there exists correlation between SI_ACQUAINT, SI_TRUST, 
SI_HELP and SI_INVOLVE, yet including SI_TRUST and SI_ACQUAINT 
might still capture some of the omitted community level or city level 
characteristics. Especially, after including SI_TRUST, SI_ACQUAINT, and 
the interaction term of individual effect with higher ACQUAINT, the 
coefficients of the other explanatory variables do not change much. 
Moreover, the positive signs of the coefficient of the interaction term show 
the positive endogenous effect for communities with higher SI_ACQUAINT.  
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TABLE xiv  OLS Estimates of Cross-Community Determinants of Social Influences on Social Capital  
 SI_ACQUAINT SI_TRUST SI_HELP SI_INVOLVE 
Work Unit -0.060 0.349* -0.054 -0.059 -0.230** -0.224** 
Community (0.40) (1.69) (0.37) (0.50) (2.05) (2.08) 
Commodity Housing -0.295** 0.273 -0.0705 0.027 -0.297** -0.245** 
Community (2.15) (1.21) (0.43) (0.20) (2.28) (1.98) 
Towns and Urban 0.284 0.445 0.273 0.117 -0.028 -0.088 
Villages (1.21) (1.58) (1.49) (0.79) (0.19) (0.63) 
MSD_Income -2.438* -4.031*** -0.0796 1.281* -0.132 0.391 
 (1.75) (3.07) (0.09) (1.70) (0.17) (0.51) 
MSD_Edu -0.019 0.127 -0.651* -0.654** -0.159 -0.157 
 (0.05) (0.36) (1.92) (2.41) (0.59) (0.61) 
Temperature 6.680*** 0.599 5.729*** 2.923** 3.790*** 2.509** 
_index (4.51) (0.48) (4.34) (2.54) (3.40) (2.25) 
Humidity>75% -0.529** -0.380*** -0.490*** -0.239 0.117 0.223* 
 (2.34) (2.60) (2.85) (1.52) (0.91) (1.78) 
ln(Population) -0.096 -0.0444 -0.172*** -0.128*** 0.0681 0.087* 
 (1.28) (0.74) (3.21) (3.13) (1.29) (1.76) 
Immigration 0.011 -0.055 0.052** 0.052** 0.0586** 0.0574** 
 (0.27) (1.30) (1.97) (2.40) (2.35) (2.36) 
ln(Disp_income) -0.960*** 0.286 -1.173*** -0.803*** -0.778*** -0.599** 
 (2.80) (0.89) (4.68) (3.90) (3.13) (2.49) 
Note: t statistics in parentheses, 
*
 p < 0.1, 
**
 p < 0.05, 
***
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TABLE xv OLS Estimates of Cross-Community Determinants of Social Influences on Social Capital (Continued) 
 
 SI_ACQUAINT SI_TRUST SI_HELP SI_INVOLVE 
Green_space 0.015 0.005 0.012 0.005 -0.012 -0.0152* 
 (0.91) (0.54) (1.38) (0.68) (1.48) (1.88) 
SI_TRUST    0.088***  0.015 
    (2.81)  (0.45) 
SI_ACQUAINT    0.412***  0.190*** 
    (6.83)  (4.01) 
Constant 10.14*** 0.267 12.02*** 7.819*** 8.097*** 6.163*** 
 (3.15) (0.09) (5.15) (4.05) (3.51) (2.75) 
R-sq 0.154 0.08 0.242 0.518 0.113 0.189 
adj. R-sq 0.125 0.048 0.216 0.498 0.082 0.156 
N 331 331 331 331 331 331 
Note: t statistics in parentheses, 
*
 p < 0.1, 
**
 p < 0.05, 
***
 p < 0.01 
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Estimated results displayed in Table xiv and Table xv are similar to those in 
Table xii and Table xiii, except that Table xiv and Table xv substitute the 
four community attributes of hukou rate, homeownership rate, SD_Income 
and SD_Edu obtained from CGSS2005 with two urban attributes of 
MSD_Income and MSD_Edu obtained from the 2007 Urban Household 
Survey. Also Table xiv and Table xv does not include constructed variables 
of individual private effects and the interaction term of individual private 
effects and higher local social capital measured by SI_ACQUAINT. Reasons 
for changing the explanatory variables are the insignificance of the 
community attributes and the importance of the city level attributes. 
Estimation results show that income and education disparity of the city have 
a negative effect on local social capital indicators. This emphasizes the 
importance of paying attention to the decreasing local social capital with 
rising income and education disparity in China. 
   





7.1 Main Findings and Policy Implications 
This study obtained interesting results with regard to differences in social 
capital indicators across individuals. Among the four social capital indicators 
of ACQUAINT, TRUST, INVOLVE and HELP, individuals‟ perception of 
the trustworthiness of their neighbors is least explained by the explanatory 
variables chosen. In the estimated result using TRUST as the dependent 
variable, only age, homeowner and Communist Party member factors are 
positively related to TRUST. From the estimated result using HELP as the 
dependent variable, older residents, married individuals, Communist Party 
members, homeowners, hukou holders, and residents with education level 
above middle school report more frequent help with their neighbors. The 
estimation using ACQUAINT and INVOLVE reports similar results to the 
estimation using HELP as the dependent variables, except that getting married 
has no significant impact on ACQUAINT, and education level above tertiary 
has a negative impact on ACQUAINT.  
The second stage estimation using SI_HELP, SI_INTEREST, SI_TRUST and 
SI_ACQUAINT is composed of three methods. Estimation results of Method1, 
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which uses only community type dummies as independent variables, show that 
local social capital is more affluent in rural communities and rural-related 
communities, that is, town and transformed communities while local social 
capital is lower in commodity-housing communities. Therefore, further studies 
are conducted using the urban sample. City attributes are more significant 
compared with community level variables, and local social capital is much 
higher in communities located in cities with superior climate, which have 
temperature index, less humidity, and more green space; local social capital is 
lower in communities located in cities with higher income. In addition, 
population in the municipal area has a negative impact on SI_HELP and 
SI_INVOLVE. 
The significance of this study lies in revealing the cross-community 
differences in social influences on individual social capital indicators. Social 
capital appears significantly lower in more affluent cities, which suggests that 
we should pay attention to this problem and policies should be developed to 
deal with the loss of social capital as cities become richer. Moreover, local 
social capital is much higher in rural-related communities, including rural 
villages and towns and urban villages. It is likely that residents living in these 
communities have more opportunities to get along with their neighbors, 
therefore, to increase local social capital, more community facilities such as 
sports equipment should be constructed to increase the possibilities of 
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neighbors meeting each other and decrease the costs of residents getting to 
know each other.  
7.2 Limitations of This Study and Suggestions for Further 
Research 
There are some limitations of this study, and these limitations are related to 
the data set, empirical model design and methodological issues.  
Firstly, the data set used in this study suffers from the following problems: 
The length of residence is closely related to individuals‟ investment in local 
social capital, their familiarity with their neighbors, their perception of the 
trustworthiness of their neighbors, their willingness to offer help to their 
neighbors, and their involvement in the community governance, yet 
information of how long the individual has resided in the community is not 
available. On the other hand, other explanatory variables used including the 
age of the individual and the community type dummies might pick up some 
of the effects of length of residence. In addition, interpretation of ranking 
might be problematic. In this study, the dependent variables used are the 
self-assessed level of TRUST, ACQUAINT, HELP and INVOLVEMENT. 
As different people might have different standards when they rank these four 
social capital indicators, therefore, the dependent variables might be noisy. 
Moreover, in each community or juweihui, only 10 households are surveyed. 
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As each community usually has around 1,000 households, the households 
surveyed might not be sufficiently representative. What‟s more, information 
of residential community type is judged by the interviewers, and it is not 
provided by the interviewees. Under some circumstances, the information of 
residential community type might not be correct, especially when there are 
mixed communities.  
Secondly, this study could not perfectly control the self-selection problem. It 
is likely that certain or some characteristics of the community have attracted 
residents, such as ideal location close to a good school, close to the CBD of 
the city, and so on. But this information is not available in the database. 
What could be done is to control as many community attributes as possible 
and also control city level attributes.  
Thirdly, the first stage estimation of this paper uses the ordered probit 
estimation with fixed effects, which suffers from the incidental parameter 
problem. Although it has been argued that the coefficients obtained from the 
probit model with fixed effects are biased due to the incidental parameter 
problem (Neyman and Scott, 1948; Greene, 1999), yet the alternative of 
using the random effects model has the problem of requiring strong 
assumptions about heterogeneity. Also, studies have found that the estimated 
index coefficient is proportional to the true index coefficient (Fernández-Val, 
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2009). As the index coefficients of the location dummies obtained from the 
first stage regression are going to be used in the same function in the second 
stage estimations, the incidental parameter problem would have limited 
influence on the second stage estimation.   
Given the limitations of this study, there may also be some extensions. A 
more complete and accurate database should be constructed for further study. 
The database should include accurate community type information; length of 
residence, education quality of nearby schools, accurate annual household 
income and expenses, and so on. In addition, other topics like the 
endogenous effects and contextual effects on property prices, children‟s 
academic performance, etc. might also be interesting. Moreover, the variance 
decomposition after the first stage estimation result also shows the 
importance of the location fixed effects, which point to the research direction 
of providing theories and empirical evidence related to the location fixed 
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According to the OECD report
12
, our human well-being includes economic 
well-being, which also includes part of the GDP. The GDP growth not only 
increases our economic well-being, but also brings about things that are 
socially regrettable, such as pollution, decreasing the „greenness‟ of our planet, 
and so on. Moreover, there are three key factors essential to increasing our 
                                                     
12
 OECD 2001 Report: “The Well-being of Nations: the Role of Human and Social Capital”.  




human well-being: natural capital, produced capital and human and social 
capabilities.  
Social capital, the focus of this study, belongs to the human and social 
capabilities. Social capital is influenced by human capital and political, 
institutional and legal arrangements; also, social capital influences human 
capital and indirectly affects the political, institutional and legal arrangements. 
For example, individuals‟ income and years of schooling are usually 
associated with individuals‟ social capital; on the other hand, individuals‟ 
social capital could affect income, e.g. through providing more business 
opportunities or information, and individuals‟ social capital could affect 
education outcomes via peer effects, for example, “Mencius‟ Mother, Three 
Moves”. Political and institutional arrangements affect individual social 
capital accumulation by affecting the social environment the individual is 
living in. In addition, social capital could also affect political and institutional 
arrangements through its effect on the human capital. Therefore, social capital 









APPENDIX ii Sample Selection Procedure of CGSS2005 
CGSS2005 surveyed 29 provinces in mainland China, including 10,372 
households. The sample selection involves four levels: (1) Primary Sampling 
Units (PSU) which are county-level administration units; (2) Secondary 
Sampling Units (SSU), which are town- or street-level administration units; (3) 
Tertiary Sampling Units (TSU), which are village- or Juweihui-level 
administration units; (4) households.  
Before selecting PSU, the province-level administrative districts are classified 
into five sampling frames: the first frame includes Beijing, Tianjin and 
Shanghai; the second frame includes the capital cities of the remaining 
provinces; the third frame includes PSUs in eastern provinces, except for their 
capital cities; the fourth frame includes PSUs in middle provinces except for 
their capital cities; the fifth frame includes PSUs in western provinces except 
for their capital cities. In the first sample frame, 15 PSUs are selected, five 
PSUs in each; in the second frame, 16 PSUs are selected, including six from 
capital cities of middle provinces, and five from capital cities from eastern and 
western provinces respectively; in the third frame, 30 PSUs are selected; in the 
fourth frame, 42 PSUs are selected; in the fifth frame, 22 PSUs are selected.  
As CGSS2005 covers both rural and urban areas, in each PSU the allocation of 
four SSUs among rural and urban areas are made based on the urbanization 




rate. After that, two TSUs are randomly selected from each SSU, and 10 
households are randomly selected from each TSU. 
